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(4) Increased interest rate. An increase
in the interest rate after default.

(5) Rebates. A refund calculated by a
method less favorable than the actu-
arial method (as defined by section
933(d) of the Housing and Community
Development Act of 1992, 15 U.S.C.
1615(d)), for rebates of interest arising
from a loan acceleration due to de-
fault.

(6) Prepayment penalties. Except as al-
lowed under paragraph (d)(7) of this
section, a penalty for paying all or part
of the principal before the date on
which the principal is due. A prepay-
ment penalty includes computing a re-
fund of unearned interest by a method
that is less favorable to the consumer
than the actuarial method, as defined
by section 933(d) of the Housing and
Community Development Act of 1992.

(7) Prepayment penalty exception. A
mortgage transaction subject to this
section may provide for a prepayment
penalty otherwise permitted by law
(including a refund calculated accord-
ing to the rule of 78s) if:

(i) The penalty can be exercised only
for the first five years following con-
summation;

(ii) The source of the prepayment
funds is not a refinancing by the cred-
itor or an affiliate of the creditor; and

(iii) At consummation, the con-
sumer’s total monthly debts (including
amounts owed under the mortgage) do
not exceed 50 percent of the consumer’s
monthly gross income, as verified by
the consumer’s signed financial state-
ment, a credit report, and payment
records for employment income.

(e) Prohibited acts and practices. A
creditor extending mortgage credit
subject to this section may not:

(1) Repayment ability. Engage in a pat-
tern or practice of extending such cred-
it to a consumer based on the con-
sumer’s collateral if, considering the
consumer’s current and expected in-
come, current obligations, and employ-
ment status, the consumer will be un-
able to make the scheduled payments
to repay the obligation.

(2) Home improvement contracts. Pay a
contractor under a home improvement
contract from the proceeds of a mort-
gage covered by this section, other
than:

(i) By an instrument payable to the
consumer or jointly to the consumer
and the contractor; or

(ii) At the election of the consumer,
through a third-party escrow agent in
accordance with terms established in a
written agreement signed by the con-
sumer, the creditor, and the contractor
prior to the disbursement.

(3) Notice to assignee. Sell or other-
wise assign a mortgage subject to this
section without furnishing the fol-
lowing statement to the purchaser or
assignee: ‘‘Notice: This is a mortgage
subject to special rules under the fed-
eral Truth in Lending Act. Purchasers
or assignees of this mortgage could be
liable for all claims and defenses with
respect to the mortgage that the bor-
rower could assert against the cred-
itor.’’

[Reg. Z, 60 FR 15472, Mar. 24, 1995, as amend-
ed at 60 FR 29969, June 7, 1995]

§ 226.33 Requirements for reverse
mortgages.

(a) Definition. For purposes of this
subpart, reverse mortgage transaction
means a nonrecourse consumer credit
obligation in which:

(1) A mortgage, deed of trust, or
equivalent consensual security interest
securing one or more advances is cre-
ated in the consumer’s principal dwell-
ing; and

(2) Any principal, interest, or shared
appreciation or equity is due and pay-
able (other than in the case of default)
only after:

(i) The consumer dies;
(ii) The dwelling is transferred; or
(iii) The consumer ceases to occupy

the dwelling as a principal dwelling.
(b) Content of disclosures. In addition

to other disclosures required by this
part, in a reverse mortgage transaction
the creditor shall provide the following
disclosures in a form substantially
similar to the model form found in
paragraph (d) of Appendix K of this
part:

(1) Notice. A statement that the con-
sumer is not obligated to complete the
reverse mortgage transaction merely
because the consumer has received the
disclosures required by this section or
has signed an application for a reverse
mortgage loan.
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(2) Total annual loan cost rates. A
good-faith projection of the total cost
of the credit, determined in accordance
with paragraph (c) of this section and
expressed as a table of ‘‘total annual
loan cost rates,’’ using that term, in
accordance with Appendix K of this
part.

(3) Itemization of pertinent information.
An itemization of loan terms, charges,
the age of the youngest borrower and
the appraised property value.

(4) Explanation of table. An expla-
nation of the table of total annual loan
cost rates as provided in the model
form found in paragraph (d) of Appen-
dix K of this part.

(c) Projected total cost of credit. The
projected total cost of credit shall re-
flect the following factors, as applica-
ble:

(1) Costs to consumer. All costs and
charges to the consumer, including the
costs of any annuity the consumer pur-
chases as part of the reverse mortgage
transaction.

(2) Payments to consumer. All ad-
vances to and for the benefit of the
consumer, including annuity payments
that the consumer will receive from an
annuity that the consumer purchases
as part of the reverse mortgage trans-
action.

(3) Additional creditor compensation.
Any shared appreciation or equity in
the dwelling that the creditor is enti-
tled by contract to receive.

(4) Limitations on consumer liability.
Any limitation on the consumer’s li-
ability (such as nonrecourse limits and
equity conservation agreements).

(5) Assumed annual appreciation rates.
Each of the following assumed annual
appreciation rates for the dwelling:

(i) 0 percent.
(ii) 4 percent.
(iii) 8 percent.
(6) Assumed loan period. (i) Each of

the following assumed loan periods, as
provided in Appendix L of this part:

(A) Two years.
(B) The actuarial life expectancy of

the consumer to become obligated on
the reverse mortgage transaction (as of
that consumer’s most recent birthday).
In the case of multiple consumers, the
period shall be the actuarial life ex-
pectancy of the youngest consumer (as

of that consumer’s most recent birth-
day).

(C) The actuarial life expectancy
specified by paragraph (c)(6)(i)(B) of
this section, multiplied by a factor of
1.4 and rounded to the nearest full
year.

(ii) At the creditor’s option, the actu-
arial life expectancy specified by para-
graph (c)(6)(i)(B) of this section, multi-
plied by a factor of .5 and rounded to
the nearest full year.

APPENDIX A TO PART 226—EFFECT ON
STATE LAWS

REQUEST FOR DETERMINATION

A request for a determination that a State
law is inconsistent or that a State law is
substantially the same as the Act and regu-
lation shall be in writing and addressed to
the Secretary, Board of Governors of the
Federal Reserve System, Washington, DC
20551. The request shall be made pursuant to
the procedures herein and the Board’s Rules
of Procedure (12 CFR Part 262).

SUPPORTING DOCUMENTS

A request for a determination shall include
the following items:

(1) The text of the State statute, regula-
tion, or other document that is the subject
of the request.

(2) Any other statute, regulation, or judi-
cial or administrative opinion that imple-
ments, interprets, or applies the relevant
provision.

(3) A comparison of the State law with the
corresponding provision of the Federal law,
including a full discussion of the basis for
the requesting party’s belief that the State
provision is either inconsistent or substan-
tially the same.

(4) Any other information that the request-
ing party believes may assist the Board in
its determination.

PUBLIC NOTICE OF DETERMINATION

Notice that the Board intends to make a
determination (either on request or on its
own motion) will be published in the FED-
ERAL REGISTER, with an opportunity for pub-
lic comment, unless the Board finds that no-
tice and opportunity for comment would be
impracticable, unnecessary, or contrary to
the public interest and publishes its reasons
for such decision.

Subject to the Board’s Rules Regarding
Availability of Information (12 CFR Part
261), all requests made, including any docu-
ments and other material submitted in sup-
port of the requests, will be made available
for public inspection and copying.
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